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MEMORANDUM FOR ASSISTANT AUDITOR GENERAL FOR OPERATIONS, 

AIR FORCEAUDIT AGENCY 


Subject: PEER REVIEW OF THEAIR FORCE AGENCY 

Ref (a) SECNAV Instruction 75 "Department of the Navy Internal Audit" 

Encl: (I) Letter of Comments 
(2) Air Force Audit Agency Response to Naval Audit Service Letter of Comments 

1. In accordance with the Memorandum of Understanding dated 18 March 2002, we have 
completed an external peer review of the Air Force Audit Agency. Our opinion report was 
provided to you on 30 July 2002, and it concluded that the Air Force Audit Agency's system of 
quality control met the standards established by the President's Council on Integrity and 
Efficiency. 

2. The report also stated we would provide a Letter of Comments, Enclosure The enclosed 
Letter of Comments contains observations and recommendations issues that did not 
warrant inclusion in the opinion report. You provided your responses to the Letter of 
Comments on 25 September and concurred with the and recommendations and 
have taken or planned corrective actions. Enclosure (2) is a copy of your verbatim responses. 
Recommendation 2 is closed and no further action is required. Recommendations and 4 are 
open and are subject to monitoring in accordance with reference (a). Therefore, a written status 
report on actions taken should be sent in electronic format (Word or Adobe Acrobat file) to 
Frank Nutter, at frank.nutter@navy.mil, with a copy to the Assistant Auditor General for 
Strategic Sourcing and Resources Management at timothy.keller@navy.mil, within 
30 days the target completion date. 

3. We express our thanks to you and your staff for your cooperation and professionalism during 
this review. If you have any questions, please call Mr. Nutter at 202-433-4844. 

WILLIAM E. BRAGG 
Auditor General 

Strategic Sourcing and Resources Management 

Copy to: 
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Letter of Comments 

We reviewed the system of quality control for the audit function of the Air Force Audit Agency 
(AFAA) in effect for audit reports issued the 6-month period ended 3 March 2002, and 

issued our report thereon 
 dated 30 July 2002. In our opinion, the system 
of quality control met the standards established by the President's Council on Integrity and 

(PCIE). This letter of comments contains observations and recommendations 

regarding continuing professional education (CPE) requirements and quality control issues that 

did not warrant inclusion in our opinion report because they did not 
 impact the audit 

reports reviewed. This letter should be read in conjunction with that report. 


Our review was for the purpose of reporting ivhether quality control system 
was designed in accordance with the quality standards established by the PCIE and was being 
complied with for the period reviewed to provide reasonable assurance of material compliance 
with professional auditing standards in the conduct of its audits. We conducted our review in 
conformity with standards and guidelines established by the PCIE. Our review would not 
necessarily disclose all weaknesses in the system or all instances of noncompliance with it 
because our review was based on selective tests. 

There are inherent limitations that should be recognized in considering the potential effectiveness 
of any system of quality control. In the performance of most control procedures, departures can 
result from misunderstanding of instructions, mistakes of judgment, carelessness, or other 
personal factors. Projection of any evaluation of a system of quality control to future periods is 
subject to the risk that one or more procedures may become inadequate because of changes in 
conditions or that the degree of compliance with procedures may deteriorate. 

As a result of our review, we identified reportable conditions, which we considered in 
determining our opinion set forth in our report dated 30 July 2002. A reportable condition for 
peer review purposes represents a significant deficiency in the design or operation of the 
reviewed organization's internal control that could adversely affect the organization's ability to 
comply with applicable auditing standards and established auditing policies and procedures. We 
identified the following reportable conditions: 

Reportable Conditions 

Finding 1. Staff Qualifications CPE Requirements. 

AFAA is not in full compliance with the Govemment Auditing Standards' CPE requirements. 
The General Accounting (GAO) has established Auditing Standards for 
conducting financial and performance audits. The first General Standard addresses staff 
qualifications. It states, "The staff assigned to conduct the audit should collectively possess 
adequate professional proficiency for the tasks required." To meet this standard, there are 
continuing education requirements. Paragraph 3.6 states that every 2 years auditors should 
complete "at least 80 hours of continuing education and training which contributes to the 
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auditor's professional proficiency. At least 20 hours should be completed in any 1 year of the 
2-year At least 24 of the 80 hours should be in subjects to the 
government environment and to government auditing." Paragraph 3.7 states that the "audit 
organization is responsible for establishing and implementing a program to ensure that auditors 
meet the continuing education and training requirement just stated. The organization should 
maintain documentation for the education and training completed." 

GAO has issued the Interpretation of the Continuing Education and Training Requirements to 
assist audit organizations and auditors in using sound professional the 
qualifications standard. Typically, training is measured in CPE hours. 

Paragraph specifies that programs and activities that for CPE include 
"Audit organization staff meetings when a structured educational program is presented 

that portion of the meeting where a structured educational program is used to brief 
staff on an auditing standard and demonstrate its applicability to their work). 
discussions of current events in the profession do not qualify for CPE 
hours." 

Paragraph 50 specifies programs, subjects, and topics that do not qualify for CPE. These 
include: 

On-the-job training. 

9 	Programs that do not enhance auditors' professional proficiency but are designed for 
the general public, such as resume writing, personal investments and money 
management, and retirement planning. 

Programs on the audit organization's administrative operations. 

Training documentation was reviewed for 116 AFAA auditors to determine whether they met 
CPE requirements during 1999 through 2001. During this review, we only gave credit for 
training that met the guidelines of the criteria discussed above. AFAA gave CPE credit for 
sessions that did not qualify as CPE. Examples include pre-retirement training, resume writing, 
informational and Region Chief meetings, and Civilian Appraisal Program sessions. 
In reviewing training documentation, CPE credit was disallowed for these types of training that 
do not meet the Auditing Standards' CPE 

Six of the auditors reviewed did not meet the 20- 80-hour CPE requirements for 
1999-2000, and three auditors did not meet the 20-hour CPE requirement for 2001. These 
auditors did not meet the CPE hour requirements because of training hours or 
because CPE hours were given for training that did not qualify as CPE credit. 

Additionally, there is currently no organization-wide mechanism to track CPE hours. There was 
no consistency among the AFAA offices visited in tracking CPE, nor does the Office 
have a CPE report capturing CPE hours for all auditors. Furthermore, there was no 
documentation to show that the 24-hour CPE requirement was considered or reviewed by 
anyone. 
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Recommendation I: 	AFAA adhere to GAO guidelines when what training hours 
qualify as CPE. 

AFAA response to Recommendation 1. Concur. AFAA has initiated action to ensure 
we adhere to GAO guidelines. Specifically, we will issue guidance that defines what 
training does not meet GAO CPE guidelines. In addition, we modified the CPE tracking 

CPEsystem so that training that does not qualify for is excluded 
we this requirement the Defense Audit 


Information System 


the system. 

training module. Estimated completion date: 
3 December 2002. 

Naval Audit Service comment on response to Recommendation 1. The planned 
management actions are responsive to the recommendation. 

Recommendation 2: 	 AFAA establish a reporting system that captures CPE data for the 20-. 24-, 
and 80-hour requirements for all auditors by reporting period. 

AFAA response to Recommendation 2. Concur. All AFAA elements were directed to 
reimplement a CPE system previously used. This system will monitor the 
various CPE hourly requirements until the training module is operational. We 
consider this recommendation closed. 

Naval Audit Service comment on response to Recommendation 2. Management 
actions taken are responsive to the recommendation. 

Finding 2. Using Outside Consultants. 

The Auditing Standards, paragraphs 3.3 through 3.5, state that the staff assigned to 
conduct the audit should collectively possess adequate professional proficiency for the tasks 
required. The assigned staff should also have a thorough of auditing and 
of the specific or unique environment in which the audited entity operates, relative to the nature 
of the audit being conducted. Therefore, an organization may need to employ or hire 
outside consultants knowledgeable in specific areas. During the peer of AFAA, we found 
that the AFAA did not have documented policies and procedures for identifying when consulting 
services are needed and for determining whether outside consultants hired to assist on audits will 
have the skills needed to perform the required task. When we discussed this issue, AFAA 
officials stated that consultant services are rarely by the agency. It was also stated that if 
consulting services were needed, the AFAA directorate needing the assistance would verify the 
individual qualifications before issuing a contract. However, in the absence of documented 
policies and procedures, there is reduced assurance that consistency would be effectively and 
efficiently applied throughout the AFAA organizations to ensure that consulting services are 
needed and that the consultants have the knowledge, skills, and abilities to perform the assigned 
task. 
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Recommendation 3. 	 AFAA document the policies and procedures to be followed when 
outside consultants to perform or assist on audit work. 

AFAA response to 	 3. Concur. AFAA will add a new chapter 
entitled "Use of Outside Consultants"to Air Force Audit Agency Instruction 65-103, 
"Audit Management and Administration," currently in revision. The new chapter will 
provide general policy for obtaining outside consultants to assist on audits with highly 
technical issues requiring Estimated completion date: 3 October 
2002. 

Naval Audit Service comment on response to Recommendation 3. The planned 
management actions are responsive to the recommendation. 

Finding 3. Cross-Referencing Audit Reports. 

AFAA policies and procedures require that facts and figures in audit reports be cross-referenced 
to supporting work papers. On 7 of the 10 audit reports reviewed, the cross-references were to 
summary work papers that could not be readily traced to supporting source documents. This 
condition occurred in four of six automated work papers audits because the 
identified the summary work paper and were not linked back to the detailed supporting source 
documents. Not cross-referencing facts and figures to supporting work papers occurred in three 

only 

- paperof four non automated working audits. We attributed these conditions to lack of attention 
by audit managers and lack by the audit staff of generally accepted government 

facts 
AFAA to cross-referenceauditing standards as implemented by the audit regulations. Failure 

figures in to source could result in questions on the 
credibility of the reported data. 

4. 	 AFAA re-emphasize the requirement to cross-reference facts and 
in audit reports to supporting source documents, and follow up 
quality reviews to ensure audit reports are cross-referenced to 
supporting source documents. 

AFAA response to Recommendation 4. Concur. HQ will issue a 
memorandum to all AFAA offices reminding them of the requirement to cross-reference 
summary papers to supporting working papers. In addition, the memorandum 
will remind project supervisors (program managers and team chiefs) of their 
responsibility to assure audit reports are adequately supported. Finally, we recently 
announced a quality assurance review of independent referencing. We will include steps 
in this review to assess compliance with the AFAA requirement to cross-reference 
summary 
 papers to supporting source documents. Future quality assurance 
reviews will include similar steps. Estimated completion date: 31 January 2002. 

Naval Audit Service comment on response to Recommendation 4. The planned 
management actions are responsive to the recommendation. 

Enclosure (1) 
Page 4 of 4 



Air Force Audit Agency Response 
to Naval Audit Service Letter of Comments 

DEPARTMENT OF THE AIR FORCE 
*I* V O d C L  A d D I T  A G t C C *  

HQ AFAA/lX) 
I 1 5  Air Forcc Pcnugc~n 
Washinglon DC 20330- I ) 25 

Mr. Fnnk Nulter 
Naval Audit Scrvicu 
1006 Bcatty Place S[: 
WashingLon Navy Yard. DC 20x74-SO05 

Dear Mr. Nu~rcr 

My swfT'ancl I revic~,cd ~ h c  d n l l  Iwcr  o f  cvrnlncnh pcmininp to the pr.r rcvie\v 
o f  thc Air Force Aud11 Agcnc). Wc concur \\ith your lindings 2nd offcr ~ h c  following 
comments in responsc lo lhc s p ~ i l i c  recamrncndali~ro?. 

a. find in^ I. Slam Qualilica~iuns - Cunlinuing Proiasicrnrl EJunl ioo 
(CPR) Rcquiremcnls 

Kccommendation I. AFAA adhcrc ro G A 0  puidclmcs nheri dctcrniining 
what trn~ning hours qualify as CPE. 

AFAA Cornmcnls. Concur. A k A A  has inilialcd action to cnsurc wc 
adhcrc fo GAO guidelines. Spccilicilllp, we w i l l  issue guidance thal dcfincs whar 
training does no1 rncc.1 G A O  CPE guidclincs. I n  ~ddi t ion.  wc mudificui thc UPE 
tncking system so that l n i n i n g  !hat does not qucllil) for CPE is cxcludcd rrcrn~ thc 
system. Finally. we incoqmra~cd [his rcqnircrnen~ inlo !he Defrnsc Audil  
Managerncn~ lnfonr~arion Sysem (DAXILS) m i n i n g  rncdulc. Esli~natcd 
complerio~i date: 3 1 I kccmhcr  2002. 

Rcconliiicnd-n~~&. AFAA estrrblish a mpurling sjslern ~hac uplurcr CPI: 
data Ibr !he 20-. 24-. and 80-hour rcquircmenls for all audilors b) r cpn ing  pcricd. 

AFAA Catnnicnls. Concur. A l l  A F A A  elcmcrrls wcrc dircctcd fa rc- 
implc.mcnr a CPE tracking systcni prcviomly uscd. This systcrn \ r i l l  monitor thc 
various CPE hourly rcquircmcnls unti l  rht DAMIS lrnining mtdu lc  is opt.ntional. 
C'loscd. 
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h. Fi i~dir lg 2. Using f lul t idc Cor~sullnnls 

K.2comm~da~iwr 3. AI'AA dncument Ihc poficics and proscdureb In bc 
ILllowcd ~ h c r r  hiririgoulsidc csnaullanh lo perfi~rnl nr assist mr audi~ mod. 

AFAA Cumrncnts. Concur. AFAA wil l  add ;r ncw chaptcr cn~itlcd "Clsu o f  
Outside Cnnsultants" lo Air Forcc Audil Agcricy Inslrucli~~n (Al'AAl) 6 5 \ 0 3 ,  t l ~ d t r  
rtf~~t~crgemt.nt ond Adnrini.t~rrotinn cumnlly in n~ is ian .  'I'hc hu. chhprcr will pndt! 
gencnl policy Tor ubiai~ring outsi& ctansultnn~r tn n s s i s ~  mr ;ludi~s with highlq rwttnicaf 
irsucs rcqi~iriq, ~ ' ~ p r 1 d s p ~ i 1 l l L t 5 .  Eslima~cd ciimplctim Jar: i I iktdw 2002. 

Rea@.mtndation 4. AFAA re-tmphsin rhc rcquirrmnl 16 cm-r&wrice - 
k t b  mnd figurn irr sudil rcports l o   upp port in^ source ducumeri~a. md hlluw up during 
quality assurance revieu-s to cnxur-c nud~t repom am crm~-rcfc.rc~wed 10 %ulyloni~lg 
source ~BEIIIIIC~LS. 

AFAA Comment?. Ganrur HQ AFAMDC) wi l l  n ~ u c  i n ~ m m n d u m  I n  all 
AFAA olliccs reminding them crf the rqr i rcmcnl  l o  crrm-rcrercncc sunmiary workinp 
papm irn suppni~hg working pnpxs. In addition. ihe m m m n d u m  wil l  m m i d  p r a k c ~  
auprrviwm (pmgram mnagcrs d tmm chid?;) o f  r k i r  rcspnsibilir!: rti ~ s m  audit 
rcpnrls me adcquatcly suppted. Firrally. we n.ccnlly aibnnunced m qualily assurance 
rccicw of irldepurdcnr rcfercncing. W r  wi l l  includc qlcps in  his revicw io asxss 
eomplivnce with thc AFAA rcquircnrcm lo cross-rrfr.mncc sucrmary ~ u r k i q  papers 10 
wpporlinp iourcc docurna~ls. Fulunr quality nssurmcr ~ ~ . v i c w s  will include similar 
steps. k.stirnaed mrnple~im dele: 31 Jonuauy 2002. 

Wc wish lo cxprcss ourlhsnb lo you md ~ h c  o tkr  mrrnhcn o i  Ihc Natal Audil 
%vice dalrr.ho pcrfonncd ik rcvkum. You cudurtcd  he rcvkw in n prafmsianrrl and 
cllicient mamer. Should you hnve any prsrionx. plcesr h a w  ynur staff corv~ct  Ms. 
I)o~i.icltc I-. Giln~ore (703-696-8025) or Mr .  Cicorgc k i l k  (703 696-8001 ). 

/usi.%.nt Auditor General 
(Operations) 
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